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Nia Ray, Director 
Oregon Department of Revenue 
955 Center Street NE 
Salem, OR 97301 

Dear Ms. Ray, 

With this letter, in accordance with Oregon Revised Statutes (ORS) 285C.650(l)(f), ORS 285C.656(l)(c), and 
Oregon Administrative Rule (OAR) 123-630-0100(2), the Oregon Business Development Department (Business 
Oregon or department) notifies the Oregon Department of Revenue that Ecotrust CDE, LLC (Ecotrust) has 
failed to accurately characterize and disclose the intended use of proceeds in its Oregon Low Income 
Community Jobs Initiative Tax Credit (Oregon NMTC) project application for the Rough & Ready Lumber 
Company/R&R QALICB, LLC project (R&R project), resulting in a failure to invest at least 85 percent of the 
purchase price of a qualified equity investment in qualified low-income community investments. For this 
reason, as explained further below, Business Oregon requests that the Department of Revenue issue an 
amended notice of proposed recapture under ORS 285C.656, ordering the recapture of $1,355,661.40 in Oregon 
NMTC. 

According to Business Oregon records, Ecotrust submitted its application for Oregon NMTC allocation on 
October 28, 2013. Ecotrust, through the warrants and representations made in its application, committed to 
identifying no less than $8,000,000 in eligible project costs to be newly invested via a qualified low-income 
community investment (QLICI) in Rough & Ready Lumber Company 1 or in another eligible qualified active 
low-income businesses (QALICB). The department accepted Ecotrust's application for the investment in the 
R&R project as presented and attested to on January 27, 2014, and awarded Ecotrust $8,000,000 of Oregon 
NMTC allocation to make a QLICI in Rough & Ready Lumber Company. The R&R project closed on February 
27, 2014. 

As further explained below, the department subsequently received information revealing that the 
application submitted by Ecotrust for the R&R project failed to accurately represent the full $8,000,000 worth 
of authorized uses for the R&R project investment due to its failure to identify the use of $5,000,000 of the 
investment in a purported purchase of property already owned by the R&R project. 

Explanation 

Upon discovery by Business Oregon that the Rough & Ready mill site was shuttering its operations effective 
March 29, 2016, Business Oregon conducted correspondence with Ecotrust to monitor the disposition of mill 
assets attributed to the Oregon NMTC investment, and, if liquidated, determine if a default had occurred 
under ORS 285C.656. Business Oregon confirmed that, as of June 19, 2017, the mill site and substantially all of 
the mill assets of the R&R project had been liquidated. Ecotrust reported that no proceeds from the sale have 
been applied to the investment involving the Oregon NMTC. 

During the course of Business Oregon's investigation, Ecotrust provided information revealing the sources 
and uses, and the flow of proceeds from the QEI to the QLICI, and subsequently to the QALICB for the R&R 
project. After review, and based upon its best information and belief, the department determined that 
Ecotrust’s Oregon NMTC application for the R&R project failed to disclose the following: 


1 Rough & Ready Lumber, LLC, does business as Rough & Ready Lumber Company, and those names are used 
interchangeably in this letter. 
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• Approximately $5,000,000 of the claimed R&R project costs were attributable to the sale of 100 
percent ownership of Rough & Ready Lumber Company by Perpetua Lumber Company to a newly 
created, single member LLC, R&R QALICB, LLC. 

• The purchase was funded by a $4,852,000 one-day leveraged loan from JP Morgan Chase Bank, N.A. 
(Chase Bank), to Perpetua Lumber Company, a closely held S-corp. 

• Perpetual Lumber Company was owned and controlled, either in whole or in part, by the same 
persons who owned and controlled, either in whole or in part, both Rough & Ready Lumber Company 
and R&R QALICB, LLC. Perpetua Lumber Company funneled the $4,852,000 one-day loan from Chase 
Bank through the Chase NMTC R&R Lumber Investment Fund, LLC, and Ecotrust Sub-CDE XIV, LLC, 
to the R&R QALICB, LLC, which used those funds to "purchase" Rough & Ready Lumber Company 
from Perpetua Lumber Company. 

• Perpetua Lumber Company then immediately used those funds to repay the one-day loan from 
Chase Bank. 

• R&R QALICB, LLC, was inserted between Rough & Ready Lumber Company and the investor in order 
to claim to "purchase" Rough & Ready Lumber Company and thus inflate the amount of the claimed 
QEI and QLICI by Ecotrust and Chase Bank, which, in turn, inflated the amount of Oregon NMTC to be 
claimed by Chase Bank. 

• R&R QALICB, LLC, conducted no business itself. Business operations were conducted through and by 
employees and officers of Rough & Ready Lumber Company, both prior to and after the creation and 
insertion of R&R QALICB, LLC, between Rough & Ready Lumber Company and the investor. 

• The acquisition of Rough & Ready Lumber Company, the originally claimed QALICB, by R&R QALICB, 
LLC, from Perpetua Lumber Company, an affiliated entity with common ownership, does not 
constitute the acquisition of new buildings, new equipment, new construction or new retrofits to 
modernize existing equipment as represented in Ecotrust’s application and are not considered to be 
new capital costs. 

ORS 285C.650 authorizes Business Oregon to establish rules to administer the allocation of tax credits issued 
for qualified equity investments and to require the CDE to submit an application on a form that the 
department provides. Required information for that application includes: 

a) A description of the proposed purchase price, structure, and purchaser of the equity investment 
or long-term debt security. 

b) Information regarding the proposed use of proceeds from the issuance of the qualified equity 
investment. 

In Ecotrust’s Oregon NMTC application to Business Oregon, Ecotrust provided the following description of 
the Rough & Ready Lumber, LLC project: 

"Hough & Ready Lumber desires to make capital improvements at its small log sawmill to 
increase production, lower unit manufacturing costs and remain competitive in this 
economically depressed corner of the state. The project costs of a new lumber edgerline, 
scanning upgrades and a new trimmer/sorter/stacker line. The project will bring back 70 
employees laid off in 2013." 
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The application further described the proposed use of proceeds from the QEI as follows: 


Use of Proceeds 

$ 

Land acquisition 

$1,000,000.00 

Building acquisition 

$3,000,000.00 

New construction 

$2,600,000.00 

Renovation 

$0.00 

Equipment acquisition 

$1,400,000.00 

Working capital 

$0.00 

Other (specific) 

$0.00 

Owner Equity 

$0.00 

Total uses of proceeds 

$8,000,000.00 


After inquiry, Business Oregon has determined, based upon the information provided and reviewed to date, 
that Ecotrust, Chase Bank, the owners of R&R QALICB, LLC, and related entities instead structured and used 
the QEI in the following manner: 


Purpose 

$ 

R&R Lumber Company Acquisition 

$5,000,000 

Land Acquisition 

$0 

Building Acquisition 

$200,776 

Construction 

$2,111,063 

Retrofit 

$765,661 

Equipment 

$506,196 

Fees (Professional, CDE Fees, etc.) 

$940,249 

Other Expenses Related to the Acquisition of R&R Lumber 
Company 

$662,660 

Total 

$10,186,605 


The function of the application that Ecotrust submitted to Business Oregon was to identify Ecotrust’s 
proposed use of proceeds and the proposed structure of the investment before Business Oregon awarded any 
CDE allocation to Ecotrust. As such, the application process and timing was structured to ensure that: 

• It is reasonable to assume that the CDE is likely to make at least 85 percent of the approved QEI 
investment in a qualified project within 12 months of the QEI being issued; 

• The project costs are eligible expenses in accordance with state and federal guidance; and 

• Based upon the proposed project, the use of proceeds and costs appear to be consistent with what 
may be expected to be incurred by a similar business for a similar project under similar conditions. 

Findings 

Business Oregon makes the following findings related to the R&R project: 

1) Ecotrust omitted material information and failed to accurately describe the sources and uses of 
proceeds of the QEI and the subsequent investments for the benefit of Rough & Ready Lumber 
Company and Chase Bank. 
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2) Ecotrust failed to accurately describe the structure of the equity investment and long-term debt and 
equity structure that benefitted Rough & Ready Lumber Company and Chase Bank. 

3) Ecotrust failed to provide notice within 30 days, in writing and in reasonable detail, of any notice of 
federal recapture received by the CDE or the occurrence of any event (i.e., the closure of the mill site 
and liquidation of the mill site and mill assets) which may be a recapture event according to IRC § 
12D(g) and 26 CFR § 1.45D-l(e)(2). 

4) Ecotrust failed to disclose the intentions of Rough & Ready Lumber Company and Chase Bank to use 
a passive (pass-through) entity to "acquire" the assets of the already-existing operating entity that 
had been identified in the application as the QALICB that would receive the QLICI, Rough & Ready 
Lumber Company, utilizing proceeds from a one-day loan between Chase Bank to Perpetua Lumber 
Company. 

5) Ecotrust failed to disclose that Rough & Ready Lumber Company intended to distribute machinery 
and equipment to Perpetua Lumber Company immediately before funding the investment made for 
purposes of the Oregon NMTCs. As a result, the sale of 100 percent ownership of Rough & Ready 
Lumber by Perpetua Lumber Company to R&R QALICB, LLC, did not include a substantial portion of 
the mill assets that were part of Rough & Ready Lumber at the time of application. 

6) Ecotrust failed to disclose the intent of Rough & Ready Lumber Company and Chase Bank to fund a 
subsequent investment to which Ecotrust would subordinate its security interests related to the 
Oregon NMTC investment. 

7) The transactions, facilitated by Chase Bank among Perpetua Lumber Company, Rough & Ready 
Lumber Company, and R&R QALICB, LLC, and the use of a portion of the investment received by R&R 
QALICB, LLC, to "acquire" Rough & Ready Lumber Company do not represent an arms-length 
transaction or the acquisition of new property by the R&R project. 

8) The application submitted by Ecotrust for the project disclosed $0 of anticipated working capital for 
the project. Alternatively, even if the $4,852,000 (attributable to the one-day leveraged loan) that 
flowed through from Perpetua Lumber to R&R QALICB, LLC, is considered working capital used to 
"purchase" Rough & Ready Lumber Company by R&R QALICB, LLC, that amount of working capital 
exceeds the amount of working capital allowable per OAR 123-630-0030(l)(g), whereby no more than 
40 percent of the project costs may be used for working capital, financing, other fees, and other soft 
costs. 

9) The inclusion of the one-day leveraged loan in the investment structure: 

a) Does not represent a reasonable expenditure that would be expected to be incurred by a similar 
business entity proposing to acquire a new lumber edger line, scanning upgrades, and a new 
trimmer/sorter/stacker line, as reported in the Oregon NMTC application. 

b) Unlawfully inflated the claimed project costs, resulting in more allocation being awarded to the 
R&R project, more tax credits to Chase Bank, and additional fees being paid to Ecotrust. 

10) Based upon representations by Ecotrust and R&R QALICB, LLC, representatives, and subject to 
independent verification by the state, no more than $4,523,945 of the project costs are eligible for 
Oregon NMTC allocation: 

a) $3,583,696 for new equipment, new retrofits, new construction, and new building; and 

b) $940,249 for fees (qualifies as eligible working capital costs). 

11) Ecotrust, Rough & Ready Lumber Company, R&R QALICB, LLC, and Chase Bank improperly benefitted 
from not less than $3,476,055 of inflated Oregon NMTC allocation based on material 
misrepresentations and omissions made in their applications submitted to Business Oregon. 

12) If the applications submitted by Ecotrust had accurately represented the use of proceeds for the R&R 
project investment, the department would have, in whole or part, denied the application, or portions 
of the project allocation, resulting in either a denial or a substantive reduction of Oregon NMTC 
allocation awarded to Ecotrust, Chase Bank, and the project. 
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13) The investment accepted and approved by Business Oregon: 

a) Did not contemplate or disclose the use of a one-day leveraged loan and circular flow of funds 
that improperly inflated the amount of Oregon NMTC. 

b) Was approved based on representations that Rough & Ready Lumber Company would receive the 
investment and would be acquiring new land, new building(s), new equipment, and new 
construction totaling $8,000,000. 

c) Did not contemplate an almost $5,000,000 short-term contribution, facilitated by Chase Bank, to 
the QEI and QLICI by Perpetua Lumber Company, an affiliate with common ownership and 
control with the QALICB. 


Conclusion 


As a result, Ecotrust and the QEI are in default of the Oregon NMTC Allocation Agreement. The action 
creating this default occurred at the time of application, and has resulted in the failure by Ecotrust to invest 
at least 85 percent of the purchase price of a QLICI in a QALICB within 12 months of the QEI as described in 
its application. Therefore, an additional QLICI of $3,476,055 in an eligible QALICB is now required in order to 
cure the default and prevent the recapture of the associated Oregon NMTCs. 

As provided in ORS 285C.656(2) and OAR 123-630-0100(2), Ecotrust has 90 days from the date of an amended 
notice of proposed recapture to cure the default by making the additional QLICI of $3,476,055 in a QALICB. 
Failure to comply by the deadline shall result in the recapture of $3,476,055 of Oregon NMTC allocation 
from the QEI and recapture of $1,355,661.40 of Oregon NMTCs from the taxpayer, Chase Bank, who claimed 
or otherwise could claim the credits. 

If Ecotrust plans to make an additional QLICI in a QALICB in order to cure its default, per the allocation 
agreement and OAR 123-630-0050(l)(f), project summaries must be received by Business Oregon at least 20 
days prior to funding the QLICI for the QALICB. 

Please direct any questions regarding this matter to Laura Engstrom, Business Finance Officer, Business 
Oregon. Ms. Engstrom may be reached at (503) 302-4114. 


Sincerely, 



Chris Harder 
Director 


C: Jonathan Konow, Executive Director, JP Morgan Chase Bank, N.A. 

Lincoln Phillippi, Rough & Ready Lumber, LLC 
Laura Engstrom, Finance Officer, Business Oregon 
John Saris, Finance Manager, Business Oregon 



